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Key Economic Indicators 
(In billions of dollars unless noted) 


1989 


Domestic Economy (estimated) 
Population (millions) 56.3 


Population growth (%) 0.5 
GDP in current dollars 941.5 
Per capita GDP, current dollars 16,862 
Real GDP 

- (1980=100) 

- percent change 

Consumer price index 

- percent change (IVQ/IVQ) 


Production and Employment 
Labor force (1,000s) 


Unemployment rate (% yearend) 
Industrial production % change 
Govt. oper. balance as % GDP: 
-Central Government: (1) 
-General Government: (1) 


Balance of payments 
Exports (f.0.b.)} 


Imports (f.0.b.) 

Trade balance: 

F.0.b/f.0.b.: 

Csd.f./fs0cb. 2 

Net foreign direct investment (new) 
Foreign exchange reserves 

-(end of period) 

Average exchange rate for 

year (FF per US$1.00) 


Foreign Direct Investment 
U.S. in France (cumulative) (3) 


U.S.-French Trade (US$ billions) (4) 

U.S. exports to France (FAS) 10.0 11.6 
U.S. imports from France (CIF) . 12.6 13.0 
Trade balance ° -2.6 -1.4 


Sources, Definitions, and Footnotes: 

1. Central Government is French national government; General 
Government adds local government and Social Security. 

2. First three quarters 1989. 

3. U.S. Department of Commerce publication, "Survey of Current 
Business" (August 1989 issue). 

4. "Survey of Current Business" (April 1989). Official French 
trade statistics differ considerably from U.S. Government 
statistics; French statistics tending to show a higher volume 
of U.S. exports to France than do U.S. Government figures. 





SUMMARY 


France is the fourth largest Western industrialized economy, 
with a GDP of about $940 billion in 1989, about one-fifth the 
size of the U.S. economy. In the last two years, the French 
economy, pulled by an investment and export boom, has 
experienced its strongest growth, 3.4 percent each year, in 
over a decade. Inflation remains under control, which has 
strengthened French competitiveness. Government policy 
priorities are the promotion of investment and the maintenance 
of fiscal and monetary discipline to ensure a strong, stable 
franc within the European monetary system. The chief areas of 
concern in the economy are unemployment and a moderate but 
persistent trade deficit. 


As a member of the European Community (EC), France’s imports 
are subject to the EC’s common external tariff and to the 
restrictions of its common agricultural policy. In 1988, 
France eliminated the requirement of prior government approval 
for foreign investments that create new businesses. 
Acquisitions of French firms by non-EC firms require prior 
government approval. 


Currently, the main focus of business leaders and government 
economic policymakers is the EC’s ambitious program ("EC-1992") 
designed to eliminate barriers to intra-EC movement of goods, 


labor, and capital by December 31, 1992. In 1989, the 
government eliminated all remaining exchange controls and 
reduced the value-added tax (VAT) and other taxes to bring them 
more into conformity with EC norms. The French business 
community is also actively preparing for the unified EC market 
through investment, mergers, and other cooperative ventures. 


U.S. exports to France have been growing rapidly in recent 
years, encouraged by. a competitive exchange rate and by strong 
French demand. U.S.-French trade relations are excellent, with 
two-way trade totalling almost $25 billion in 1989. Best 
prospects for U.S. exports to France include electronic 
industries production and test equipment, electronic 
components, telecommunications, computers and peripherals, 
analytical and scientific instrumentation, medical instruments 
and supplies, broadcasting equipment, and film programming, and 
franchising. 


ECONOMIC PERFORMANCE AND OUTLOOK 


The French economy is on a growth track not seen since the 
1970s. Investment and exports are booming, and French firms 
are regaining competitiveness on world markets. Around 500,000 
new jobs were created in the last two years, the largest 
increase in over a decade. Inflation did increase in 1989, but 
at 3.6 percent, it remains below both the Organization for 
Economic Cooperation and Development (OECD) and EC averages. 





The budget deficit has steadily declined, dropping to 

1.4 percent of GDP in 1989. The French trade deficit has 
widened somewhat, but the recent deterioration has been largely 
fueled by imports of capital goods supporting investment. 
Meanwhile, the current account deficit has improved as a result 
of an expanding services surplus. On the negative side, while 
unemployment dropped below 10 percent in 1989 for the first 
time in five years, at 9.4 percent it remains high. 


Much of France’s recent economic success is a result of the 
dynamic international economic climate. However, French 
perserverance since 1983 in pursuing sound fiscal and monetary 
policies, while simultaneously implementing a comprehensive 
program of deregulation, laid the foundation for France to take 
advantage of the favorable external situation. Over the last 
few years, all exchange controls and most price controls were 
removed, mandatory indexation of wages was eliminated, credit 
controls were abolished in favor of open market operations, 
government subsidies declined, corporate and income tax rates 
were reduced, and financial markets were modernized. 


Fueled by dynamic investment and export growth, real GDP has 
grown around 3.4 percent in each of the last two years, the 
strongest performance in a decade. Between 1987 and 1989, real 
corporate investment increased more than 25 percent as 
companies modernized facilities after several years of stagnant 
or negative investment growth in the early 1980s. In response 
to a strong upturn in industrial production (over 4 percent for 
both 1988 and 1989, compared with 0.9 percent annual average 
during 1978-87), the share of investment devoted to expansion 
of capacity rather than to modernization increased for the 
first time in several years in 1989, reaching 22 percent of 
total investment compared with 13 percent in 1987. The 
financial situation of companies remains healthy with profit 
margins continuing at high levels. 


Despite the acceleration in economic activity, inflation 
pressures have been contained. The Consumer Price Index 
increased 3.6 percent in 1989 (fourth quarter/fourth quarter) 
compared to 3 percent in 1988, reflecting a hike in oil prices 
at the beginning of the year and an upswing in food prices due 
to cyclical factors. The closely watched inflation 
differential with West Germany, France’s number one trading 
partner, continued to decline in 1989, ending the year at only 
0.6 percentage points, compared with 3.6 percentage points in 
1985. The key factors behind the moderation in prices have 
been wage discipline, productivity gains, and stabilization in 
services prices. 


Low French inflation and moderate growth in unit labor costs, 
particularly in the manufacturing sector, have benefited French 
trade competitiveness. The combination of these factors with 
the continuation of strong world demand led to a boom in French 





exports, which grew 6.7 percent in volume terms in 1988 and 
even faster in 1989. Nonetheless, import growth, fueled by the 
steep upturn in investment and healthy household consumption, 
has continued apace, resulting in the further deterioration of 
the trade deficit. 


The biggest trouble spot in the French economy has been the 
inability to translate higher economic growth rates into jobs. 
In 1988, strong net job creation reversed the steady increase 
in unemployment since 1976. By end 1989, the unemployment rate 
had dropped to 9.4 percent from its peak of 10.5 percent in 
1988. While the strongest job creation has been in the 

service, trade, and construction sectors, for the first time in 
10 years, employment increased in the industrial sector as well. 


The outlook for 1990 is good as relatively favorable 
international economic trends continue. Consistent with the 
moderation of world economic growth, most forecasters are 
predicting slower but healthy GDP growth for France, of 
approximately 3 percent, driven by corporate investment and 
exports. In addition, there is general confidence that 
inflation should remain below OECD and EC averages. Wage 
settlements in both the private and public sector are not 
expected to get out of hand, as labor demands have primarily 
been satisfied in the form of increased use of bonuses and 


profit sharing. With investment still buoyant and consumption 
healthy, no improvement is seen in the trade deficit in 1990, 
although the continued strength of services exports should keep 
the current account from deteriorating. Job creation, however, 
is expected to be slower in 1990, at around 9.5 percent. 


GOVERNMENT POLICY 


The economic policy of the socialist government is driven by 
the desire to reduce unemployment and improve French 
competitiveness, particularly as the advent of the single 
European market draws nearer. Thus, despite the favorable 
economic situation, the government repeatedly and publicly 
declares that economic rigor must be maintained. A strong 
franc, low inflation, reduction of the budget deficit, and wage 
settlements consistent with the above goals remain stated top 
priorities. While comprehensive tax reform has been postponed, 
piecemeal tax rate reductions and other fiscal benefits have 
been adopted to promote private sector investment, employment, 
and research and development, and to prevent outflow of capital 
with the elimination of French exchange controls. However, 
after two years of strong growth, the government has begun to 
reemphasize equity issues, reflected so far in increased real 
government spending, public sector wage settlements above 
inflation, an increase in the capital gains tax, and the top 
marginal rate of the wealth tax. There have also been efforts 
to make it more difficult to hire workers on short-term 





contracts, the fastest growing part of the labor market. In 
the realm of finance, market reform and modernization continue 
in order to make Paris the number one continental financial 
market. 


MONETARY AND FISCAL POLICY 


The Bank of France has tightened its monetary policy objectives 
a half notch for 1990, setting a new M2* growth target of 
3.5-5.5 percent compared with 4-6 percent for the last three 
years, a reflection of the bank’s projection of slower real and 
nominal economic growth this year. M2 grew 4.3 percent in 1989 
at the lower end of the target range. At the same time, growth 
of domestic credit, particularly bank credit, which accelerated 


rapidly in 1988 at about 17 percent, has shown some signs of 
slowing down. 


For the last several years, the French Government has given 
priority to cutting the budget deficit, which had soared from 
1983 to 1985. As a result of a restrictive expenditure policy, 
the central government budget deficit as a percentage of GDP 
fell from 2.9 percent in 1985 to 1.6 percent in 1988. While 
real and nominal spending picked up in 1989, the deficit fell 
further, dropping to 1.4 percent of GDP as the government 
collected a windfall of tax receipts (VAT and corporate) fueled 
by stronger-than-expected economic growth. The 1990 budget 
calls for a further decline in the deficit, though policy 
emphasis is more equally split between spending increases for 
priority areas (public housing, education, research, the 
minimum income, foreign aid, and culture), tax reduction (with 
eyes on 1992), and further budget reduction. 


The general government deficit, which includes the social 
security and local government accounts, declined from 2.9 
percent of GDP in 1985 to an estimated 1.1 percent in 1989. 
The improvement was a result of the reduction in the social 
security deficit due to reforms implemented in the health 
insurance system combined with the establishment of temporary 
surcharges on individuals’ earned and unearned income, and a 
1 percent increase in the security pension tax (effective 
January 1989). For 1990, the government is contemplating 
adopting a general social tax levied on all categories of 
income to fill the projected social security deficit, at the 
same time that it is examining ways to slow the growth of 
certain costs, particularly medical. 


Ml = Currency and demand deposits with banks, financial 
institutions, the postal chacking system, savings banks and 
the Tresor. 

M2 = Ml plus cetain highly liquid savings account managed by 
banks, other financial institutions and Tresor. 





BALANCE OF PAYMENTS 


In 1989, preliminary figures show that the trade deficit 
widened another FF11 billion to FF44 billion (f.0.b./f.o.b.) 
from equilibrium in 1986. The major factors behind the 
deterioration were the ever-widening deficit on manufactured 
goods and an increase in the energy deficit due to higher oil 
prices at the beginning of the year and a stronger dollar. The 
agricultural surplus reached a new record high. Despite the 
expanding trade deficit, it is expected that the 1989 current 
account deficit will stabilize around its 1988 level of FF21 
billion, as French exports of services, particularly tourism 
have boomed. At less than 0.5 percent of GDP, however, the 


deficit is easily financed and remains small by international 
comparison. 


It is not the size of the trade deficit that concerns French 
policymakers, but the steadily rising import penetration of 
French markets through the 1980s and loss of external market 
share in the manufactured goods sector. The balance of trade 
in manufacturing goods fell from a surplus of FF65 billion 
(c.i.f./f.0o.b.) in 1984 to a deficit of FF81 billion in 1989, a 
drop of over FF140 billion in just five years. This occurred 
despite strong improvement in French price competitiveness 
vis-a-vis its major trading partners beginning in mid-1987 and 
a sharp upturn in exports of manufactured goods in both 1988 
and 1989. In large part, this can be explained by insufficient 
French investment over the last decade exacerbated by poor 
product and geographic specialization. French industry is 
particularly weak in producing capital goods for which domestic 
and international demand is currently the strongest. 
Furthermore, French export efforts remained focused too long on 
the weak Organization of Petroleum Exporting Countries (OPEC) 
and francophone African markets. 


During the last few years, France has taken measures to remedy 
these structural handicaps and has begun to regain market 
share. While an increasing portion of French trade is now 
directed toward the more vigorous OECD markets, France 
continues to suffer constraints on productive capacity, even 
with the vigorous investment expansion. Over time, with 
continued strong investment growth, capacity should improve so 
that French industry can respond to both domestic demand and 
export opportunities, assuming continued price competitiveness, 
thereby reducing its external imbalance. 


INVESTMENT CLIMATE 


The United States is one of France’s most important foreign 
investors. For the last several years, the stock of U.S. 
investment in France has been steadily climbing, reaching 
$12.4 billion at the end of 1988. 





During the 1960s and 1970s, the French authorities tended to 
take an ambivalent approach to foreign investment. The 
positive aspects often were viewed as counterbalanced by 
misgivings over possible multinational or foreign domination of 
French industry. In recent years, as the government has 
focused on combatting growing unemployment, lagging export 
performance, and foreign penetration of domestic markets, the 
French Government has adopted a more welcoming attitude. 
Foreign acquisitions continue to be carefully reviewed by the 


French Government, though administrative controls have been 
streamlined. 


The authorization process is administered by the Ministry of 
Finance. Since September 1988, foreign investors establishing 
new business operations in France have not been subject to 
advance notice and approval requirements. In January 1990, the 
French Government took additional liberalization measures. 
Purchases by "established" EC investors no longer need prior 
application or approval. Established EC firms are those 
effectively under the control of European Community 
shareholders (not firms incorporated in an EC country), which 
have an annual turnover in excess of FF1 billion and which have 
been in business for three years. Other EC firms face a 
shorter delay than previously, up to 15 days. While the French 
Government has also instituted a specific time period for 
approval for non-EC firms, they face a longer delay, up to one 
month after the government has received all the necessary 
paperwork. All acquisitions involving the health, safety or 


national security of France are also subject to this one-month 
review. 


Foreign investors can take advantage of a number of incentive 
measures in France encouraging investment, especially 
industrial investment, in disadvantaged regions outside the 
Paris and Lyon metropolitan areas. These include tax 
incentives, special investment loans, training subsidies, and 
favorable land options. Incentive programs are administered by 
both the central government and the regional authorities. 


Foreign firms may also benefit from government incentives for 
research and development. 


For additional information and assistance, readers may wish to 
request a copy of the March 1988 report "Investment Climate -- 
France" prepared by the U.S. Embassy in Paris, or contact the 
French Industrial Development Agency (DATAR), whose New York 
address is: 610 Fifth Avenue, New York, NY 10020; telephone: 
212-757-9340. Additional DATAR offices are located in Houston, 
Los Angeles, and Chicago. 





EC-1992 


Current economic commentary in France is dominated by the EC’s 
program to create a truly unified internal market, without 
barriers to trade, labor, or capital by the end of 1992. 
Awareness of EC-1992 is very high in France, where the program 
enjoys wide support among government and business leaders, 
mainstream political parties, the democratic trade unions, and 
a majority of the public at large. Anticipation of the unified 
market has contributed to higher private investment and 
merger/takeover activity in France, as the French business 
community prepares for a more competitive environment. 


A founding member of the EC, France is subject to the EC’s 
common external tariff and to the restrictions of its common 
agricultural policy (CAP). As part of the EC-1992 process, the 
EC bureaucracy in Brussels is acquiring greater authority in 
many areas, from transport to telecommunications to industrial 
standards, that in the past have been primarily under the 
jurisdiction of national governments. U.S. businesses 
contemplating trade or investment in EC countries are 
recommended to investigate the likely effects of EC-1992 on 
their particular sector. Sources of information on EC-1992 
include: the U.S. Department of Commerce 1992 Single Internal 
Market Information Service, Room 3036, 14th St. and 


Constitution Ave., N.W., Washington, DC 20230, telephone (202) 
377-5276; the European Community Information Service, Suite 
707, 2100 M St., N.W., Washington, DC 20037, telephone (202) 
862-9500; and the EC Committee of the American Chamber of 
Commerce in Belgium, Ave. des Arts 50, 1040 Brussels, telephone 
(32-2) 513-6892; telex 64913 AMCHAM B. 


COMMERCIAL OUTLOOK 


U.S.-French trade relations are excellent, with two-way trade 
in 1989 totalling almost $25 billion. American products are 
competitive in France despite recent fluctuations in the value 
of the dollar against the franc. French import demand has been 
growing during the current period of continued economic 
prosperity and U.S. exports to France were up 16 percent in 
1989 over 1988. 


The French market offers plentiful opportunities to foreign 
businesses to develop or increase market share, and find good 
profit margins on sales. American companies report 
record-breaking results from their participation in trade fairs 
and exhibitions in France. American firms in the USA Pavilion 
at the 1989 Paris Air Show reported sales projections of up to 
$1.27 billion as a result of contacts made at the event. 
Exhibitors of U.S. electronic components at COMPONIC 89 
generated 2,000 sales leads and off-the-floor sales of 





$3 million. Seventeen companies at SEHM 1990, the semiannual 
men’s wear show held in Paris, reported over 800 sales leads 
and nine distributor/agent agreements were signed. Immediate 
show sales totalled $3.8 million. 


BEST COMMERCIAL PROSPECTS 


While most industry sectors represent good opportunities for 
American business, the nine sectors with the best prospects for 
successful market entry and expansion by American goods in 1990 
include the following: 


Analytical and Scientific Instrumentation: The French 
analytical and scientific instrumentation market was valued at 


$1.8 billion in 1988, $1.9 billion in 1989, and is expected to 
reach $2.2 billion in 1991. The average annual real growth 
rate for this market over the 1989-91 period is projected at 

6 percent. Imports presently account for 72 percent of 
domestic consumption. Heavy reliance on foreign suppliers 
should persist through 1991, when imports are expected to reach 
$1.5 billion. The United States is expected to remain 

France’s leading foreign supplier (currently accounting for 
about 46 percent of imports). R&D will remain a major priority 
for French industry, and these industrial research programs 


will need state-of-the-art equipment in which the United States 
excels. 


Broadcasting Equipment and Film Programming: The French market 
for broadcasting equipment was valued at $3.5 billion in 1988 
and is expected to reach $4.15 billion in 1991. The average 
annual real growth rate for this market over the 1989-91 period 
is projected at 7 percent. Imports presently account for 41 
percent of domestic consumption. Heavy reliance on suppliers 
should increase through 1991, when imports are expected to 
reach $1.7 billion. The U.S. share of total imports presently 
accounts for 11 percent of all imports, but is expected to 
reach 15-20 percent over the 1989-91 period, owing to TV and 
radio deregulation in 1986 and, consequently, decentralization 
of production and programming facilities. Since 1986, France 
has gone from three government-controlled channels to six, four 
of them funded through licensing and advertising. Due to these 
new TV channels actively programming U.S. serials and movies, 
France’s programming market is expected to grow dramatically. 
Most channels are presently looking to buy or license American 
programs. Statistical marketing data and projections are not 
available for TV programs. 


Computers and Peripherals: The French computer market is the 

fourth largest in the world after the United States, Japan, and 
Germany. The market for hardware was $8.7 billion in 1988 and 
is estimated to reach $9.2 billion in 1989. Imports represent 





approximately half of the total market size. The U.S. share of 
imports is 42 percent. French production of computers and 
peripherals is growing rapidly to supply a dynamic, modern 
industrial society and to expand to new export markets. The 
French industry has received direct and indirect support fro: 
the government and is now a major international competitor for 
many high technology products. Modernized offices and use of 
information technology are increasingly being recognized in 
France as an appropriate means for improving efficiency and 
product quality. France is adapting its computer industries to 
an international environment in which competition is becoming 
increasingly aggressive. 


The French market for microcomputers was $3.2 billion in 1988 
and is estimated to reach $4.4 billion in 1989 and $7.1 billion 
in 1991. These amounts represent 30 percent of the total 
computer market in France. The market for minicomputers is 
$1.2 billion, representing 67 percent of the total computer 
market. This growth is due to a decline in prices and a rise 
in the memory capacity of microcomputers. The use of micro- 
and mini-computers is constantly growing in business, schools, 
and government administrations. 


Electronic Components: The French market for both active and 
passive electronic components is estimated at $4.9 billion in 
1989 and is expected to reach $5.9 billion by 1991. Of a total 


market projection of $4,900 million, the United States is 
expected to earn a $980 million share. The market suffered 
from large cyclical swings in 1986-87; 1988 showed some 
improvement and trade sources expect full market recovery by 
early 1990. Domestic production is expected to grow 

5.9 percent annually over the 1990-91 period, leaving a gap to 
be filled by imports (projected to grow by some 9 percent 
annually). Total imports are 73 percent of the total market. 
The United States enjoys a 21 percent share of imports. The 
United States is still the leading foreign supplier to France, 
but Asian competitors are gaining. To date, French component 
manufacturers have not kept up with the buoyant home market. 
However, French manufacturers produce a wide range of 
components, often through joint venture or licensing agreements 
with foreign companies. 


Electronic Industries Production and Test Equipment (EIPT): 
The 1989 market for EIPT is estimated at $2.2 billion. 


Imports, growing at 10 percent annually, represent over 

88 percent of the market, of which the United States enjoys a 
40 percent market share. The imports from the United States 
are expected to reach $783 million by 1991. It is unlikely 
that the overall competitive situation in the French market 
will change during the next few years, despite strenuous 
efforts to augment domestic EIPT production. U.S. products 





dominate in the market, and U.S. technology is a standard of 
reference. Investors are welcomed by French economic 
development authorities, and local authorities encourage joint 
ventures and technological transfers. 


Franchising: France is the largest potential market for 
franchising in the EC. In 1988, franchising in France 
generated a sales volume of more than $15 billion, 5.5 percent 
of overall French trade. In the past 20 years the number of 
firms using this type of distribution system has risen from 20 
to over 700 trade names. With a record 26 percent increase in 
1988, there are now over 30,000 franchisees in France. Food 
franchises in 1988 increased 40 percent over 1987, and remain 
one of the fastest growing franchise sectors. Best 
opportunities still remain in services franchises, which until 
1985 represented only 10 percent of franchises. This figure 
rose to 13 percent in 1986 and 20 percent in 1987. 


Medical Instruments and Supplies: The French market for 
medical equipment amounted to $955.71 million in 1988. The 
average annual growth rate for this market is projected at 

12 percent through 1991. Imports, which now supply 80 percent 
of domestic consumption, are expected to grow at 11 percent 
annually and to be worth $1.3 billion by 1991. American 
manufacturers accounted for 35 percent of French imports in 
1988. High-quality performance and innovation will continue to 


make American-made equipment attractive to French end-users, 
and despite competition from European suppliers who benefit 
from the elimination of tariffs among members of the EC, U.S. 
suppliers are expected to increase their market share in the 
next few years. 


Telecommunications: France Telecom, France’s national 
telecommunications authority, has developed the most advanced 
and sophisticated telecommunications system in Europe. The 
market was valued at approximately $5 billion in 1988; it is 
estimated to reach $5.3 billion by the end of 1989 and to total 
$6 billion in 1991. Imports amount to about 14 percent of the 
total market. The U.S. share of total imports is 34 percent. 
The greatest growth is likely to be in telephone services -- 
electronic mail, toll-free calls, computerized directories -- 
accounting for three-fourths of the industry’s total sales. 


France is Europe’s leader of digitalization systems. Since 
1988, ISDN (integrated services digital network) has been 
installed in France, and by 1992 will be in full operation 
throughout the country. The French Government continues its 
policy of market liberalization to allow increased competition 
in the market for value-added services such as data-based 
information systems and electronic mail. France Telecom 
continues to require that all equipment connected to French 
telecommunications systems must meet local operating standards. 











